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September 20, 2006

TO: Each Supervisor

FROM: Bruce A. Chernof, M.D.

Director and Chief Mee
SUBJECT: DEPARTMENT OF HEALTH SERVICES UPDATE - RE:
FISCAL OUTLOOK AND DEFICIT MANAGEMENT
ACTIONS

Attached (Attachments A1-A3) for your information is a Summary of
Changes in the DHS Fiscal Outlook through September 18, 2006.

Cumulative Funding Shortfall Through Fiscal Year 2009-2010

The Summary begins by reflecting the Estimated Cumulative Year-End
Fund Balances through March 24, 2006, the data cut-off of our last
update. At that time, the projected cumulative funding shortfall through
Fiscal Year 2009-2010 was $1.35 billion. After 20 adjustments for a wide
range of developments occurring from March 25 through September 7,
2006 including the addition of critical unfunded facility improvement
needs (Attachment B), the cumulative shortfall is now expected to be
$1.16 billion. The number and amounts of these 20 changes testify to
the continuing volatility of public hospital financing.

Medi-Cal Redesign

Among the 20 changes is an updated projection for revenues under the
State’s Medi-Cal Redesign Waiver, totaling $153.7 million through Fiscal
Year 2009-2010. These changes are the result of updates from the
State regarding State-wide public hospital baseline revenues, private
safety net hospital Medi-Cal revenue growth rates and use of recently
available actual Fiscal Year 2004-2005 expenses, trended through the
five-year Medi-Cal Redesign waiver period. We expect our Medi-Cal
Redesign revenue projections to fluctuate further as a) more actual data
become available, b) CMS provides specific direction regarding the
Medi-Cal reimbursement of hospital-based physician costs, and c)
legislation possibly changes the stabilization funding sharing ratios



Each Supervisor
September 20, 2006
Page 2

between the public and private safety net hospitals and among the public safety net
hospitals. Both of these percentages expire June 30, 2007.

Deficit Management Plan

To address the updated $1.16 billion cumulative shortfall, we have identified the
following proposed/potential deficit management actions:

Estimated Cumulative $ Impact
Through Fiscal Year 2009-2010

Action ($ in Millions)
Estimated Cumulative Funding Shortfall Through $(1,162.9)
Fiscal Year 2009-2010
Internal;
Conversion of Nursing Registries to County Employees § 191
Ancillary Service Improvements 19.6
Reduction in Medi-Cal TAR Denials 13.6
Resolution of Mental Health Services Issues 186.5
Unused Fiscal Year 2005-06 County Contribution 47.0

Adjusted Cumulative Shortfall $( 877.1)

Subject to State/Federal Approval:
Managed Care Rate Supplement

Base Adjustment* 24.0

Proposed Recapture of CBRC Gap Payments 172.0
Medi-Cal Redesign “Coverage Initiative” 162.0
Adjusted Cumulative Shortfall $( 519.1)

Subject of California Voter Approval:

November 2006 Tobacco Tax Initiative 336.0
Adjusted Cumulative Shortfall $( 183.1)

Pending Federal Rule (_700.0
Adjusted Cumulative Shortfall $( 883.1)

*The previous “base” amount for the managed care rate supplement included in the
last Fiscal Outlook update of $376 million is also “subject to State/Federal approval’,
but was included in the cumulative shortfall amount before the “Proposed Deficit
Management Actions”, since it was already in the CAO Proposed Budget for Fiscal
Year 2006-2007.
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As you can see from the above, the estimated cumulative shortfall through Fiscal Year
2009-2010 is potentially reducible to as low as $183.1 million, however, $694.0 million
(plus the $376 million referenced in the footnote above) is subject to State/Federal/Voter
approval. While we are hopeful, such approvals will be forthcoming, we must caution
that these approvals are by no means guaranteed, and the County must continue to
press the State and Federal governments for approval of the Managed Care Rate
Supplement and the pending application for full funding under the Medi-Cal Redesign
“Coverage Initiative”.

Lastly, in the event that the pending federal rule limiting Medicaid reimbursement to
public hospitals to Medicaid cost and further restricting use of intergovernmental
transfers is issued by CMS effective January 1, 2007, we conservatively estimate a
cumulative Medi-Cal revenue loss of $700 million, resulting in an estimated Adjusted
Cumulative Shortfall of $883.1 million. Governors, Congressional representatives,
hospital associations and many others across the nation continue to vigorously oppose
the issuance of this rule.

Strategic Plan

As discussed in our April 5 report, we continue our work to redevelop the Department’s
strategic plan, with a focus on ensuring our fiscal viability going forward. Among the
areas currently being addressed are:

- Developing an appropriate health services benefit package for our
uninsured patient population.

- Resolving longstanding mental health program issues, including
underreimbursement for our facility-based psychiatric programs, complete
transition of our outpatient mental health services to the Department of
Mental Health, and reduction of mental health patients occupying hospital

~ beds when lower levels of care are warranted.

= Improving patient flow processes throughout our system.
- Determining the appropriate role for our Community Health Plan.

- Standardizing of acuity-based staffing levels among our facilities using
benchmarks of from other similarly situated health care institutions and
reduction of staffing registry use.
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Increasing outpatient access to high-end diagnostics and procedures.

Creating medical homes and increasing case management for chronically
ill adults.

Increasing the systematic operation of the Department including
consolidation of services and standardization of equipment and supplies, a
unique patient identifier, shared resources and technology, and refinement
and increased enforcement of the DHS pharmaceutical formulary.

Improving access to specialty care.
Developing a workable strategic plan for information technology.

Reviewing, and updating, as appropriate, our policies regarding
undocumented aliens and revenue generating patients.

Continuing to explore viable options for the continuation of Rancho Los
Amigos National Rehabilitation Center.

Improving systemization through better coordination of physician efforts.

Reduction of Medi-Cal denied days.

We plan to provide the Board with the results or our efforts in this regard by early
December of this year.

Please let me know if you have any questions or desire further information.

BAC:gww
609:005

(FISCAL OUTLOOK 092006)

Attachments

c: Chief Administrative Officer
County Counsel
Executive Officer, Board of Supervisors
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